This paper investigates the relationship between corporate governance quality and voluntary disclosure of corporate governance information for listed companies in Malaysia. The moderating impacts of incentive factors (capital market transactions and stock-based incentives) on this relationship are also examined. Corporate governance quality is measured using a comprehensive index. The empirical evidence of this study is broadly consistent with the notion that high corporate governance quality is positively related to a greater extent of voluntary disclosure. Stock-based compensation significantly influences the relationship between corporate governance quality and voluntary disclosures; however the other incentive factors examined do not appear to influence the relationship.
Introduction
This paper investigates the relationship between corporate governance quality and voluntary disclosure of corporate governance information in Malaysia. High quality corporate governance cannot generally be directly observed because it is a set of activities within an organisation. However, it may be signalled to investors through mandatory and voluntary disclosures in annual reports. Hence it is important to understand the incentive factors that motivate some companies to voluntarily disclose extended corporate governance information. The research question addressed is: what are the incentive factors that influence the voluntary disclosure of corporate governance information in annual reports of Malaysian publicly listed companies?
Malaysia is chosen as the empirical setting for the research since it has a mandatory and nonmandatory corporate governance disclosure environment and as such provides an opportunity to test the applicability of voluntary disclosure theory (Dye, 1985; Verrecchia, 1983 ) in a developing country. Like other developing countries, Malaysia has an emerging capital market and is characterised by having weak legal protection (La Porta et al. 2002) , highly concentrated ownership Thillainathan 1999 ) and strong cultural factors (Haniffa & Cooke 2002a ). One of the major implications of the Asian financial crisis in 1997-1998 is that foreign investors shied away from the affected countries including Malaysia (Claessens & Fan 2000) . Investors and managers have long debated whether poor corporate governance is an important contributor to economic downturns. Leuz, Lins and Warnock (2009) provide evidence that foreigners do invest less in poorly governed firms that reside in countries with weak legal institutions. The findings of the above study suggest that a high standard of corporate governance practices, including their disclosure, is a potential lever to attract more foreign investment.
Companies with more effective corporate governance can use their annual report disclosures to provide assurance to investors of the firm's commitment to corporate governance and hence potentially lower investment risks (Kanagaretnam et al. 2007 ). According to Coombes and Watson (2000) , investors are increasingly basing their investment decisions on companies' corporate governance information. As such the need to rate companies' corporate governance has become increasingly important with investors seeking indicators of good governance.
According to Beekes and Brown (2006, p. 422 ) "a company's corporate governance quality increases as additional, common corporate governance standards are met". Hence, a company with high corporate governance quality is defined as one that possesses and meets the common corporate governance standards set by authorities. Many independent local and international agencies have developed tools to measure companies' corporate governance quality ( . 1 In this study, a company with high corporate governance quality is defined as a company that conforms to all or most of the basic mandatory requirements of Bursa Malaysia Listing Requirements (BMLR) and Malaysian Codes on Corporate Governance (MCCG).
In Malaysia, the Minority Shareholder Watchdog Group (MSWG) developed the corporate governance scorecard, which facilitates the assessment and rating of the quality of companies based on their corporate governance practices (Appendix 1). A recent study by the MSWG and the University of Nottingham Malaysia Campus (UNMC) (2007) found that more publicly listed companies in Malaysia are voluntarily disclosing information in accordance with international best practices in their annual reports. This result implies that Malaysian companies are now not only complying with minimum mandatory corporate governance disclosure requirements but are also disclosing more information voluntarily, especially in relation to corporate governance. However, there is considerable variation in the extent of voluntary disclosure of corporate governance information between publicly listed 1 The majority of these studies have explored the relationship between corporate governance indices/ratings and firm performance or value. There are considerable similarities between the way that this study measures corporate governance quality and the index from International Shareholder Services (ISS) used by Brown & Caylor (2006) , Deminor Ratings (Europe) used by Renders et al (2010) , Howarth Corporate Governance Report (Australia) used by Beekes and Brown (2006) and the majority of the self-constructed corporate governance ratings and indices used in prior research. This is especially the case for the categories of Board of directors, Directors remuneration, and Accountability and audit. The Howarth Corporate Governance Report is quite similar to this study since it is based on annual report and web based disclosures of the companies. However some other ratings cover a broader range of issues such as fairness, social awareness, accounting policies, executive pay, takeover defences and shareholder rights (e.g. CLSA Corporate Governance Ratings, GovernanceMetrics International, Investor Responsibility Research Centre).
companies in Malaysia (MSWG & UNMC 2007).
Voluntary disclosure of corporate governance information is defined as corporate governance information which is over and above the MCCG recommendations and BMLR guidelines.
A broad corporate governance quality index that captures the four main factors of effective corporate governance is adopted from the Minority Shareholder Watchdog Group (MSWG) in Malaysia. It consists of two main components: basic compliance score (BCS) and international best practices score (IBP). In this research, the BCS component is used to measure the level of a company's corporate governance quality and the IBP component is a proxy for voluntary disclosure of extended corporate governance information.
This study makes a number of contributions to the literature on corporate governance and voluntary disclosure. First, using a sample of 275 publicly listed Malaysian companies, it provides evidence on the extent of both mandatory and voluntary corporate governance disclosures. The results indicate that while there is a high level of compliance with mandatory reporting requirements, voluntary disclosure still falls well below international best practices. Further, the results suggest that the Best Practices in Corporate Disclosure (BPCD) initiative has not been entirely successful as yet, because none of the study's sample firms has implemented all of the voluntary disclosures suggested by international best practices. Hence, while the BPCD's main purpose is to encourage companies to improve voluntary disclosures (IBP) practices, and at the same time guide companies in complying with the mandatory disclosures (BCS) of Bursa Securities Listing Requirements (BSLR), there is room for expansion of the corporate commitment if the BPCD's goals are to be met.
Second, the results provide support for the contention that effective governed Malaysian companies signal their superior governance quality using voluntary disclosures. The results suggest that voluntary disclosure of corporate governance practices is a useful indicator of a company's actual corporate governance quality. The study demonstrates the applicability of voluntary disclosure theory to developing countries such as Malaysia. Further, compared with prior research, this study uses more comprehensive measures of corporate governance quality and voluntary disclosure of corporate governance practices.
Third, an examination of several potential incentive factors related to voluntary disclosure differs from prior research in that it evaluates these incentives in the context of a firm's underlying corporate governance quality. In particular, capital market transactions (issuance of new equity and debt capital) and stock-based incentives (stock-based compensation and CEO shareholdings) are examined to determine whether these disclosure incentives moderate the relationship between corporate governance quality and voluntary disclosure. The findings suggest that stock-based compensation statistically and positively affects the association between corporate governance quality and voluntary disclosures. However the other incentive factors do not affect the relationship.
The paper is organised as follows: The next section provides a description of the Malaysia's institutional setting. The relevant literature is then reviewed, and the hypotheses are presented. Section 4 describes the research methods used in this paper. The results of the study are detailed and discussed in Section 5, while the final section presents the conclusions of the study and the implications for theory and practice.
Development of corporate governance in Malaysia
Progress in reforming corporate governance in Malaysia started in 1998 when an independent committee was established to conduct a detailed study on corporate governance and to make recommendations for improvements. The committee released a Report on Corporate Governance, which laid the basis for the drafting of a set of corporate governance codes that applicable to the Malaysian capital market environment (Finance Committee Report on Corporate Governance 1999). The codes were published in 2000 and known as the Malaysian Codes on Corporate Governance (MCCG). The MCCG was initially issued as a guideline for enhancing corporate governance practices amongst Malaysian listed companies (Rahman 2006) . The MCCG contains the principles and best practices for corporate governance. The principles for corporate governance consist of four main parts including: board of directors, directors' remuneration, shareholders, and audit and accountability.
Bursa Securities Malaysia Berhad (BSMB) has also played a major role in efforts to enhance corporate governance in Malaysia. For, instance Chapter 15 of the Revamped Listing Requirements addresses issues on corporate governance and one of the major requirements is that a listed company must ensure that its board of directors discloses the level of compliance and explains any deviation from the MCCG's recommendation in its annual report (Bursa Malaysia Berhad 2001). These revised Listing Requirements became effective in 30 June 2001, making reporting against the MCCG mandatory.
The BSMB conducts front line monitoring of the compliance of publicly listed companies with their reporting requirements through monitoring their announcements, market trading activity, the media in general, public complaints, and, in the case of reporting, through internal review of documents furnished (The World Bank June 2005). Noncompliance with the listing requirements could expose listed companies, their directors and/or officers to penalties under the Bursa Malaysia Listing Requirement (BMLR) and Securities Industry Act (SIA) 1983. The BSMB may impose a range of actions and penalties for breach. These include the issuance of caution letters, reprimands, fines (not exceeding MYR 1 million), directions for rectification, imposition of condition(s) for compliance, the non-acceptance of applications or submissions, mandate education or training program for directors and management, suspension of trading and de-listing (Bursa Malaysia Berhad 2001). In addition, Section 11 of SIA 1983 also empowers the Securities Commission (SC) to enforce the BMLR directly.
In July 2004, BSMB launched the BPCD with the aim of raising the standards of corporate governance amongst Malaysian companies. These BPCD were a set of guidelines aimed at assisting companies to move beyond minimal compliance into exemplary levels of disclosure with the hope of cultivating and instilling the spirit of disclosure and best practices as voluntary behaviour (Bursa Malaysia Berhad 2004). The BPCD set out to provide guidance and assistance to companies in complying with their disclosure obligations under the BMLR. Compliance with the BPCD guidelines is purely voluntary. However, BSMB strongly recommended that companies adopt these BPCD and integrate them into their own disclosure practices, policies and procedures. The BPCD are intended to aid in building and maintaining corporate credibility and investor confidence in Malaysia's capital markets (Bursa Malaysia Berhad 2004 
Literature review and hypotheses

Corporate governance quality and voluntary disclosures
Voluntary disclosure theory proposes that high quality companies will disclose more information voluntarily than poor quality companies to signal to investors that they are high quality (Dye 1985; Verrecchia 1983 ). In relation to corporate governance, high quality companies have incentives to inform investors about their superior corporate governance practices in order to avoid the adverse selection problem. That is, companies with high quality corporate governance are expected to signal their corporate governance quality "type" by voluntarily disclosing a greater extent of objective corporate governance information in annual reports.
Verifiable disclosures about high quality corporate governance practices are difficult to replicate by poor quality companies. Poorly governed firms will choose to disclose less or to be silent about their weaker corporate governance practices, thus being placed in a pool of firms where investors and other report users assign the "average type" to that pool. What sustains this partial disclosure equilibrium is the potential for proprietary costs associated with extended voluntary disclosure about corporate governance quality (Verrecchia, 1983) . Thus, voluntary disclosure theory predicts a positive relationship between corporate governance quality and the voluntary disclosure of corporate governance information.
Agency theory can also explain why managers voluntarily disclose information. The agency conflicts that occur between managers and shareholders are due to the separation of ownership and control. Managers may have incentives to adopt better governance mechanisms such as voluntarily disclosure practices to reduce agency conflicts and the possibility of bonding and monitoring activities imposed by shareholders to control their behaviour (Jensen & Meckling 1976 In accordance with voluntary disclosure and agency theories, this study predicts that companies with high quality corporate governance practices have incentives to voluntarily disclose a greater extent of corporate governance information in their annual reports. Hence this study hypothesises that:
H1: There is a positive relationship between corporate governance quality and voluntary disclosure of corporate governance information.
The moderating role of issuance of new shares and debt capital
Firms that are planning on making capital offerings (issuance of new equity or debt) have incentives to provide voluntary disclosures to reduce information asymmetry between managers and investors (Lang & Lundholm 2000) . If investors are unable to determine the governance quality of firms issuing capital, they are unable to differentiate between high and low quality firms or to accurately value a firm's securities; thus leading to problems of adverse selection (Akerlof 1970 ). High quality firms have incentives to make credible voluntary disclosures to capital providers to signal their superior corporate governance quality. This argument is based on the seminal work of Spence (1973a) who demonstrates that informed economic agents in markets characterised by information asymmetry have incentives to take observable and costly actions to credibly signal their private information to uninformed agents. Signals that are not costly lack credibility.
Lower information asymmetry will reduce the risk for investors in forecasting future payoffs from their investment (Akerlof 1970 ). As such, issuance of new shares or debt capital provides an extra incentive to the firm to signal the high quality of its corporate governance via increased voluntary disclosure of corporate governance information. De Nicolo, Laeven and Ueda (2008) find that companies with high corporate governance quality are in a better position to be able to attract outside financing. This finding is consistent with the above argument that companies with high quality corporate governance have incentives to signal this information to capital providers. There is empirical evidence to suggest that high quality firms that are planning an issuance make more voluntary disclosures. Lang and Lundholm (1993) found that disclosure scores were higher for companies that were issuing new securities. Seppanen (2000) suggests that managers make disclosures to facilitate capital raising. Collet and Hrasky (2005) also found consistent results that suggest that companies planning to issue new shares in the future have an incentive to make voluntary disclosures.
The theory and evidence presented in this section suggests that problems of adverse selection and information asymmetry can be reduced by signalling firm quality through voluntary disclosures. Thus, high corporate governance quality firms that are planning to raise external financing have incentives to voluntarily disclose information about their superior corporate governance practices. The decision to issue capital rather than to rely on internal funding conveys a signal about the firm's value and investment opportunities. Further, the choice to issue debt versus equity provides a signal to capital providers since the incentives and costs related to issues of debt are different to those for equity issues (Myers 1977 , Myers & Majluf, 1984 . Corporate governance adoption and disclosure incentives may also be different for debt and equity issues. Indeed, disclosure incentives differ between types of debt since private and syndicated debt are relationship lending with strong information flows to the lenders, while public debt has similar potential for information asymmetry problems as equity. We therefore focus on issues of equity and public debt in the hypothesis, and consider them separately to allow for differences in corporate governance adoption and disclosure. H2 (a): Voluntary corporate governance disclosure is positively associated with the interaction of corporate governance quality and equity issues in the following two years.
H2 (b): Voluntary corporate governance disclosure is positively associated with the interaction of corporate governance quality and public debt issues in the following two years.
The moderating role of stock-based incentives
Agency theory suggests that agency problems occur because of conflicting interests between managers and shareholders. This conflicting interest discourages managers from disclosing their private information because such disclosure reduces their private benefits (Nagar, 1999) . One possible approach to overcome this agency conflict is to link managers' compensation directly to their disclosure activity; however this is difficult to do. On the other hand, stock-based incentives can have the impact of both aligning managers' incentives with those of shareholders and providing incentives for managers to increase disclosure. Stock-based incentives are suggested by agency theory to be able to reduce agency conflicts and improve managers' decision ability from the shareholders perspective (Fama & Jensen 1983; Jensen & Murphy 1990 ).
This research considers two forms of stockbased incentives: stock-based compensation and CEO shareholdings. By stock-based compensation we mean the proportion of CEO compensation tied to the stock price. It is viewed as an outcome-based incentive that is likely to influence managers to act in the best interest of shareholders as opposed to cash form incentive (goals-based). Smith and Watts (1992) argue that the use of stock-based compensation lowers monitoring costs of shareholders by providing managers with incentives to maximize shareholders' value. This result suggests that stock-based compensation has the potential to increase the level of alignment between managers and shareholders' interests which then lowers the agency costs. Several other studies have found a positive association between stock-based compensation and future firm performance ( Several prior studies have examined a link between stock-based compensation and voluntary disclosures. Nagar, Nanda & Wysocki (2003) find that firms' disclosures are positively related to the proportion of CEO compensation affected by stock price. Neo (1999) found that managers take advantage of voluntary disclosures to ward off the appearance of impropriety when dealing with insider transactions. However, there is also the potential for stock-based compensation to have unintended accounting and disclosure related consequences. Bartov and Mohanram (2004) find that earnings are managed to increase cash payouts when managers exercise their options. Furthermore, CEOs have been found to make voluntary disclosure decisions that maximise their stock option compensation (Aboody & Kasznik 2000) . More recently, Brockman, Martin and Puckett (2010) show that the timing and content of voluntary disclosures reflect CEO private incentives. Therefore managers' with stock-based compensation have increased incentives to make voluntary disclosures, however the timing of these disclosures are likely to be impacted by CEO incentives to maximize stockbased compensation.
CEO shareholdings can also help alleviate agency conflicts because managers' interests are closely aligned with shareholders' interests. This is because managers who own a large portion of shares in a company will bear the same consequences of losses as shareholders if they make poor business judgments that destroy company value (Jensen & Meckling 1976 ). However, Guay (1999) finds that the incentive effects provided by common stock are much lower than those for stock options, and of little economic importance to most CEOs in relation to risk taking. If this is also the case for disclosure incentives, it may be the case that CEO shareholdings do not provide such a strong incentive to increase disclosure compared to stock-based compensation such as stock options.
Nagar, Nanda and Wysocki (2003) examine the association between managers' disclosure practices and CEO shareholdings. They find that firms' disclosure practices are positively related to the value of shares owned by CEOs. This result suggests that CEO shareholdings can influence voluntary disclosure decisions. In contrast, most of studies in Southeast Asian countries for example in Singapore (Eng & Mak 2003) , Hong Kong (Chau & Gray 2002) and Malaysia (Ghazali & Weetman 2006) have found that CEO shareholdings are associated with less voluntary disclosures. They argue that when CEOs hold a higher proportion of company issued share capital, the traditional conflicts of interest between managers and shareholders become conflicts between larger shareholders and smaller shareholders. CEOs who are also large controlling shareholders will make decisions that benefit them rather than for the best interest of the firm. This agency conflict becomes more apparent especially in Southeast Asian countries where weak legal institutions and high concentration of ownership structures are common .
Overall, we expect that for a company with high quality corporate governance, stock-based incentives encourage management to disclose more information voluntarily. This is particularly expected to be the case prior to managements' exercise of stock options. However we expect the opposite effect for CEO share ownership in the Malaysian setting where large controlling shareholders are less likely to voluntarily disclose information if the benefits are expected to flow to smaller shareholders. To test this proposition the study hypothesises that:
H3 (a): The relationship between corporate governance quality and voluntary disclosure of corporate governance information is moderated by stock-based compensation incentives.
H3 (b): The relationship between corporate governance quality and voluntary disclosure of corporate governance information is moderated by CEO share ownership.
We expect the influence of stock-based compensation incentives to be positive and that of CEO share ownership to be negative.
Research methods and data collection
The sample
Panel A of Table 1 reports the total population of companies listed on the Bursa Securities Malaysia (BSM) and articulates how the final sample is derived. The population from which the initial sample was drawn consists of 987 Malaysian companies listed on the BSM with financial years ending during 2007. The top 350 of these listed companies have their corporate governance quality data published in the Minority Shareholder Watchdog Group (MSWG) 2008 corporate governance survey report, which is based on 2007 annual reports. There is no corporate governance quality data available for a large sample of Malaysian companies before this date. 2 Companies, whose shares were suspended, deleted, acquired or became privatised as well as those in the finance sector were excluded from the population prior to selecting the sample. Consequently, 275 companies remained from the top 350 and represent the final sample.
Panel B of Table 1 provides the sample distribution by industry. The majority (49.1%) of sample companies are from the trading/services and 2 The same corporate governance reporting requirements were in place in Malaysia between 2001 and 2008. However the MCCG was revised in October 2007, effective 31 January 2009, by strengthening the requirements for director appointments, audit committees and the internal audit function. We only have consistent data for 2007 due to costs and changing rules. If we were to extend our analysis to the 2009 and 2010 years, the impact of these revisions on our research would be an increase in the requirements to achieve a high CGQ score and a decrease in the number of items considered to be voluntary disclosures from 35 to 30. However we would still expect to observe a significant positive relationship between CGQ and VDCG since high CGQ companies are likely to be either already complying with these additional requirements or more likely to comply with them once they became mandatory.
industrial sectors. The property sector accounts for 15.3%, followed by consumer products (11.6%) and plantations (10.9%). Construction, infrastructure, technology, hotel and closed-end fund sectors represent 6.5%, 2.9%, 2.5%, 0.7% and 0.4% of the sample respectively. As can be seen in Table 1 , the 275 companies are a reasonably representative sample based on industry sector.
Data collection and sources
Both the corporate governance quality and voluntary disclosure data are obtained directly from the MSWG. This data comprises the Basic Compliance Score (BCS) and the International Best Practices (IBP) score for each of the sample companies in 2007. In addition, the MSWG provided data for the four sub-categories for each of these scores (board of directors, directors' remuneration, shareholders, accountability and audit). 3 The remaining data for the study is hand collected from company annual reports and includes data for moderating (issuance of new shares and debt and stock based incentives) and control variables. This study uses the BSMB website's link to companies' websites as well as the OSIRIS database as its sources for companies' annual report data. 
Voluntary disclosure of corporate governance (VDCG) index
This construct is measured as the score obtained by a company for the International Best Practices (IBP) component of the Corporate Governance Scorecard used by the MSWG. Details of this Scorecard are 3 We purchased this data directly from the MSWG since it is not publically available. All that is included in the MSWG corporate governance survey report is a ranking of companies based on their overall score. The scores are not publically disclosed, nor are their rankings for the BCS and IBP components of the overall score. 4 There is a concern that stock options and stock pay are associated with excessive compensation relative to performance of the CEO and firm, especially in the year of our study which is at the cusp of the global financial crisis and the start of major concerns about the pay-performance link. It is possible that these concerns have impacted the tendency of our sample firms to use stock-based compensation.
provided in Appendices 1 to 3. As depicted in Appendix 1, the total score available for each company is the sum of its Basic Compliance Score (BCS), which is based on required disclosures, and its IBP score. The corporate governance scorecard includes disclosure information in relation to four main sub-categories: board of directors; directors' remuneration; additional shareholder information; and accountability and audit.
The 
Corporate governance quality (CGQ) index
The corporate governance quality index is measured as the total score obtained by a company for the BCS component of the MSWG's Corporate Governance Scorecard. The BCS assesses a company's compliance with 40 key requirements of the Malaysian Code on Corporate Governance and the Bursa Securities Listing Requirement (MSWG & UNMC 2007). The total score of the BCS component is used to capture the company's corporate governance quality. The higher the score the better is the company's corporate governance quality (Appendix 3).
There are two main reasons for using this BCS construct as a proxy for corporate governance quality. First, recent studies on corporate governance have developed a set of corporate governance indices and this particular index has been developed for Malaysian companies. The corporate governance construct that is represented by the BCS component is customised to the local corporate environment and addresses the governance issues that are relevant to the Malaysian context. Second, no single corporate governance variable is sufficient to evaluate the quality of corporate governance structures of a company ( It is possible that our measure captures 'boxticking' rather than corporate governance quality per se (Ismail et al 2011) . To assess this possibility, we conduct some analysis on the annual reports of the highest and lowest scoring firms in the sample. We find that there are significant differences between low and high CGQ firms in relation to the contents of their corporate governance statement. That is, the extent of detail provided in relation to various aspects of the report including the board of directors; directors' remuneration; shareholders; and accountability and audit is vastly different. The high scoring firms have much longer and more detailed corporate governance statements. It illustrate, high CGQ companies generally disclose detailed information about board of directors, directors' remuneration, shareholders, and accountability and audit in their corporate governance statement and tend to take 30 pages or more. On the other hand, companies with low CGQ provide very brief information in their corporate governance statement and it takes only 10-12 pages. Further, companies with low CGQ fail to comply fully with MCCG requirements. These companies do not provide explanations as to the reasons why they fail to comply with the MCCG, nor do they provide strategies to improve. However they do provide details on which aspects of the MCCG they have failed to comply with. Overall, these findings appear to indicate that our measure is capturing more than just box-ticking. To further explore this contention, an additional test using a benchmark corporate governance quality indicator is included in section 5.4.2.
Issuance of new shares and debt capital
A similar scale to the one used by Collet and Hrasky (2005) is used to proxy the issuance of new shares and public debt. In this study, a five percent increase of equity or non-current liabilities is considered to be an issuance. A value of one is assigned if the company's issued shares or non-current liabilities increases by five percent or more in the two years following the disclosure, and zero otherwise (Stock splits, bonus share issues and restructuring of share capital due to mergers and acquisitions were ruled out when measuring the issuance of new shares).
Stock-based compensation and CEO shareholdings
This research uses Nagar, Nanda and Wysocki's (2003) scale to determine stock-based compensation. The sum of the total value of stock option grants plus the value of the restricted stock grants divided by the total value of direct compensation is used to measure stock price-based compensation. Nagar, Nanda and Wysocki argue that by using stock price, managers can observe directly investors' reactions to disclosures. In this research, a similar approach is employed to measure CEO shareholdings (the market value of shares held by the CEO) except that the market value of CEO shareholdings is not averaged by year (sample period) but divided by the total market value of issued share capital at financial year end. This technique is more suitable to measure CEO shareholdings because the study is based on one year of data rather than multiple years.
Regression model
Ordinary least squares regression analysis is used to test the hypotheses. The multiple regression model is shown below. VDCG = β0 + β1CGQ + β2S-ISS + β3CGQ*S-ISS + β4D-ISS + β5CGQ*D-ISS + β6SC-OPTIONS + β7CGQ* SC-OPTIONS + β8SH-OWN + β9CGQ *SH-OWN + β10SIZE + β11LEV + β12FMB + β13BOARD-M +β14ROE + β15TRA + β16LIST + εi (1) where VDCG represents voluntary disclosure of corporate governance information. The model includes interaction effects between corporate governance quality and each of the moderator variables. Prior to multiplication, the continuous variables are centred by subtracting the mean for each continuous variable from each observation. The main advantage of centring is that it can improve statistical validity and interpretation of regression results by reducing multicollinearity problems between the product of the two variables that are multiplied (Keith 2006 Hossain et al. 1994) . A firm with a high gearing ratio (LEV) will generally have higher agency problems because the potential for wealth transfers from debt holders to shareholders increases (Jensen & Meckling 1976 ). Thus, voluntary disclosure is expected to increase as leverage increases.
The presence of family members on the board (FMB) is considered to be the main factor that hinders voluntary disclosure especially for firms that operate in Asian countries ( Table 2 provides a summary of the regression equation components and how they are measured. Table 3 reveals that there is a wide range in VDCG scores. These scores range between 1 and 25, with a mean of 9.18 and median of 9.00. The maximum score of 25 out of a possible 35 suggests that the BPCD has not been entirely successful yet, as none of the sample firms has implemented all of the voluntary disclosures suggested by international best practices. It may be that companies are unaware of these best practice guidelines, or that they consider it unnecessary to expend effort to adopt them (MSWG & UNMC, 2008). Mean and median values for each sub-category of VDCG indicate low scores in relation to boards of directors and directors' remuneration, with higher scores for shareholders and accountability and audit.
Results and discussion
Descriptive statistics
Descriptive statistics for the overall measure of corporate governance quality (CGQ) and its subcategories are presented in Panel B. The highest score achieved by a company is 39 out of 40 points and the lowest score is 18 points. The mean and median values for the total CGQ score are 29.67 and 30 respectively. Again, shareholders and accountability and audit are the sub-categories with the highest scores; while directors' remuneration is the subcategory with the lowest compliance level. Overall, companies' CGQ scores in the sample are at relatively high levels. Companies score more than three times as high in the CGQ than in the VDCG aspects of disclosure suggesting that companies are more likely to comply with the mandatory requirements of corporate governance disclosure than to the voluntary corporate governance disclosures.
Panel C of Table 3 shows the descriptive statistics for other continuous variables. The proportion of stock-based compensation offered to CEOs as part of their total compensation packages ranged from 0.00 to 0.95. The mean and median are 0.15 and 0.00 respectively. These results indicate that the majority of companies in the sample do not offer stock-based compensation. CEOs on the whole owned in average 0.17 of the total issued share capital of sample companies, with the highest proportion of shares owned by a CEO in the sample of 0.75. This suggests that majority of the sampled companies are less closely held. The distribution of the total assets to book value was normalised using a log transformation. The leverage level for the sample companies is quite high with a mean of 0.43. The lowest gearing level is 0.00 and the highest is 1.95. The proportion of family members on boards ranges from 0.00 to 0.83. The average proportion of Malay directors on boards is 0.43 of which the minimum and maximum proportion is zero and 1.00 respectively. The return on equity ratio is used to measure the profitability of a company. Table 3 , there are 10 listed companies where shares are cross listed in other stock exchanges. The sub-sample of companies that belong to the trading/services sector is 72 which represent 26% of the sample.
Pearson and Spearman's rho correlations are shown in Table 4 . All of the independent and control variables are significantly correlated with VDCG in the expected directions for both types of correlations. These results provide preliminary support for the study hypotheses and choice of control variables. Several of the moderator and control variables are also correlated with CGQ. These are SH-OWN, SIZE, FMB and BOARD-M, further highlighting the importance of controlling for these effects. There are also some significant correlations between the moderator and control variables. However none of these are high enough to indicate potential multicollinearity problems for the regression analysis. Table 5 reports the regression results for voluntary disclosure of corporate governance information. The model has an adjusted R² of 51.1%, suggesting that the model explains variation in the voluntary disclosures quite well. Since there is potential for the interaction terms to be correlated with each other, we first run the model with all interaction terms included and then with only CGQ*SC-OPTIONS which is the only interaction term that is significantly associated with VDCG. Thus, Hypothesis 3(a) that stock-based compensation moderates the relationship between companies' corporate governance quality and voluntary disclosure of corporate governance information is supported. On the other hand, the results indicate that the interaction terms CGQ*S-ISS, CGQ*D-ISS and CGQ*SH-OWN are not statistically significantly related to VDCG. These results suggest that H2(a), H2(b) and H3(b) are not supported. 5 5 To check the robustness of this result that CGQ*SC-OPTIONS is the only interaction term that is significantly related to VDCG, we run a series of regressions where CGQ*SC-OPTIONS is replaced with each of CGQ*S-ISS, CGQ*D-ISS and CGQ*SH-OWN. The results confirm that these interaction terms are not significantly related to VDCG.
5.2Regression analysis results
The regression coefficient for CGQ (β = 0.362) is positive and statistically significant (p < 0.001) in explaining all categories of voluntary disclosures of corporate governance information. This result provides strong support for Hypothesis 1 that there is a positive relationship between companies' corporate governance quality and voluntary disclosures of corporate governance information. 6 SC-OPTIONS has a positive and statistically significant effect on VDCG (β = 0.188, p < 0.001). On the other hand, issuance of new shares and debt capital and CEO shareholdings are not statistically significant in explaining voluntary disclosures.
As predicted, company size is positively and highly significantly associated with the voluntary disclosure of corporate governance information. Similar to prior studies, return on equity is also found to be significantly and positively associated with voluntary disclosures of corporate governance information ( The cultural factor (race) which is measured by the proportion of Malay directors on the board is marginally significant at the 0.1 level and positively 6 Multicollinearity diagnostics using variance inflation factors (VIFs) indicate that multicollinearity is not driving the results. 7 To test whether both positive and negative ROE are associated with voluntary disclosure, we added a LOSS dummy variable to our regression as well as an interaction term LOSS*ROE. Neither LOSS nor the interaction term is significantly related to VDCG indicating that only positive ROE is associated with voluntary disclosure. related with corporate governance disclosure. However the coefficient value is very small. This positive coefficient means voluntary disclosures of corporate governance practices by companies that have higher proportions of Malay directors on boards are marginally better than those without Malay directors. This result is in line with expectations and consistent with a prior study in Malaysia that found one of the cultural factors (race) to be positively related with the extent of voluntary disclosures (Haniffa & Cooke 2002) . Wan-Hussin (2009) study also found that a Malay CEO is associated with superior segmental disclosures prior to the introduction of the segment reporting standard in Malaysia.
The industry sector (trading/services) has an insignificant association with voluntary disclosures. This result is consistent with the result from Haniffa and Cooke's (2002) study. Finally, using a dummy variable to represent a company which is cross listed on more than one stock exchange, the coefficient produced is insignificant although prior studies have consistently found that a cross listed company has a higher level of voluntary disclosures (Collett & Hrasky 2005; Meek et al. 1995) . This inconsistency may be because a very small number of sample companies (4%) had their shares listed on more than one stock exchange. Table 6 shows results for each of the subcategories of disclosures that make up VDCG. The amount of explained variation in voluntary disclosure for the sub-category models ranges from 10.4% in the case of the board of directors' category to 39.3% in the directors' remuneration category. Corporate governance quality is significantly positively related to all of the sub-categories of voluntary disclosure of corporate governance information. SIZE and ROE are also significant explanatory for most disclosure subcategories. Board of director disclosures are also related to stock based compensation and having family members on the board. Indeed, the strong result for CGQ*SC-OPTIONS appears to suggest that managers of high governance quality firms that have stock-based compensation incentives choose board of director disclosures to signal their firm's superiority.
Disclosures about directors' remuneration are also positively related to stock based compensation, regardless of corporate governance quality. This result seems intuitive since these disclosures include executive as well as directors' remuneration. On the other hand, shareholder related disclosures are negatively related to CEO shareholdings. This result can be attributed to strong family relationships on boards, especially in family firms where CEO's are expected to have large shareholdings, leading to a reduced emphasis on dialog between companies and investors. Finally, accountability and audit disclosures are negatively related to family members on boards, implying a reduced emphasis on audit and internal controls for these firms, and positively related to the interaction effect between corporate governance quality and stock based compensation. Overall, these results lend additional support for H1 (corporate governance quality) and H3(a) (stock-based compensation) and limited support for H3(b) (CEO shareholdings).
Sensitivity analysis
We conduct sensitivity analysis to check the robustness of the primary results to a variety of alternate specifications for the study variables. First, we benchmark our measure of corporate governance quality against an alternate corporate governance quality indicator. This alternate measure uses CLSA's Corporate Governance Watch ratings from 2007. CLSA's ratings consists of seven components: Transparency (TRAN); Accountability (ACC); Independence (IND); Discipline (DIS); Responsibility (RES); Fairness (FAIR); and Social Awareness (SOC). We use only the TRAN and ACC categories to measure firms' corporate governance quality because these two components are the most relevant to our definition of corporate governance quality. This definition is based on meeting the common corporate governance standards set by authorities and the majority of the key MCCG recommendations and BMLR guidelines relate to transparency, independence, audit and accountability. While the IND category of CLSA's rating is also potentially relevant for measuring corporate governance quality, the analysis excludes it because most of the CLSA questions for this category overlap with those for the ACC category and inclusion of both ACC and IND could cause multicollinearity problems for the regression analysis. ACC is more comprehensive than IND. The remaining CLSA rating categories (discipline, responsibility, fairness and social awareness) are excluded because they are based on questions that are not relevant to our definition of corporate governance quality. The regression results for these sensitivity tests are shown in Table 7 and are based on the sub-sample of 42 firms for which the CSLA ratings are available. They indicate that CGQ (using CLSA's rating) is significantly positively related with VDCG; suggesting that our measure of CGQ is of a similar standard to this alternate quality indicator. Similar to the primary results shown in Table 5 , family member and return on equity are related to VDCG. However, the remaining variables are not related to VDCG. These differences may be due to the sub-sample comprising mostly very large firms.
Second, given that the CGQ and VDCG variables are not ratio scale measures, we ran a sensitivity test whereby these two variables were converted to proportions by dividing each firm's raw scores by the total possible score for each measure. When the regressions were run using these ratio scale variables, the results for the regressions were essentially the same as those reported in Table 5 using the raw scores. Third, additional analysis is undertaken by distinguishing the form of new share issues in the model into Employee Share Options Schemes (ESOS) and rights issues. The regression results show that these variables are not significantly related to voluntary disclosure, which is consistent with the primary results.
Fourth, the study replaces the dummy variables capturing issuance of new shares and debt capital with percentage of each new issuance to the existing shares and debt on issuance. Fifth, the ratio value of stockbased compensation to total compensation and the ratio of market value of CEO shareholdings are replaced by dummy variables as proxies for stockbased compensation and CEO shareholdings. The results are quantitatively similar to those using the previous definitions except that the proportion of Malay directors on boards' variable is now no longer significant. Tests using these alternative variable definitions do not alter the primary findings and conclusions of this research. Sixth, we reran a series of dummy variables instead of TRA to control for industry differences. The analysis includes sectors such as consumer product (CON), industrial product (IND), plantations (PLA) and property (PRO) in the regression model. The results are similar to the primary finding of this research which suggests that industry differences have no impact on voluntary disclosures.
Finally, in order to ensure that the decision to exclude several interaction terms from the model does not influence primary results, SH-OWN, SC-OPTIONS, S-ISS and D-ISS were deleted from the regression model and include CGQ*S-ISS, CGQ*D-ISS, CGQ*SH-OWN and CGQ*SC-OPTIONS instead. The results of this regression using just the interaction terms for moderator variables support the study's primary results that Hypotheses H2(a), H2(b) and H3(b) are not supported while Hypothesis H1 and H3(a) are supported. We come to the same conclusion when SH-OWN, SC-OPTIONS, S-ISS and D-ISS are included and the interaction terms are excluded.
Conclusions
The results of this research suggest that companies with high governance quality are more likely to voluntarily disclose information about corporate governance practices. This finding suggests that voluntary disclosure of corporate governance practices is a useful indicator of a company's actual corporate governance quality. The results also indicate that companies that offer stock-option based compensation, but not stock ownership alone, are also likely to voluntarily disclose more corporate governance information.
The results provide empirical evidence to support Dye's (1985) voluntary disclosure framework as it relates to corporate governance quality, particularly in a developing country such as Malaysia. Good quality Malaysian companies (in term of corporate governance quality) are more likely to voluntarily disclose more information to distinguish themselves from poor quality companies.
There are four limitations of this study. First, this research relies on companies annual reports for the data necessary to test hypotheses. Therefore relevant information which is reported in websites or other forms of media is not captured. Second, the main focus of this study is specifically on voluntary disclosures of corporate governance information. As such the results may not be generalisable to other types of disclosures. Third, the findings are based on Malaysian companies which may limit the generalisability of the results to other jurisdictions such as to developed countries or other developing countries. Finally, only one year of data, 2007, is used for the analysis. It is possible that these results do not generalise to other years. In particular, changes to the MCCG effective in 2009 are not expected to impact the tenor of the results but it is possible that they may. Future studies in this area could address these specific issues. 
Moderating variables
S-ISS = Share issue
Issued shares increase by 5% or more in the 2 years following the disclosure.
D-ISS = Debt issue
Non-current liabilities increase by 5% or more in the 2 years following the disclosure.
SC-OPTIONS = stock based compensation
The sum of total value of stock option grants plus the value of the restricted stock grants divided by the total value of direct compensation.
SH-OWN = CEO shareholdings Proportion of market value of the CEO's shareholdings to total market value of issued share capital. The dependent variable is VDCG, which is the total score of IBP component that represent voluntary disclosure score; CGQ is the total score of BCS component that represent corporate governance quality of a company; S-ISS equals to 1 if the issued shares increase by 5% or more in the 2 years following the disclosure and zero otherwise; D-ISS equals to 1 if non-current liabilities increase by 5% or more in the 2 years following the disclosure and zero otherwise; SC-OPTIONS is the sum of total value of stock option grants plus the value of the restricted stock grants divided by the total value of direct compensation; SH-OWN is the proportion of market value of the CEO's shareholdings to total market value of issued share capital.; LSIZE is the company size as measured by the log of its total assets; LEV is he total liabilities divided by total assets; FMB is the proportion of family members on the board to the total number of directors; BOARD-M is the proportion of Malay directors to total number of directors on the board; ROE is profit before tax divided by the total shareholders' equity; TRA equals to 1 if the company is in a trading/services sector and zero otherwise; and LIST equals to 1 if the company shares are cross listed on more than one stock exchange and zero otherwise. The table shows standardised coefficient and t statistics (in parentheses) for the respective independent variable in the model. †Significant at 0.1; *Significant at 0.05; **Significant at 0.01; ***Significant at 0.001. The dependent variable is VDCG, which is the total score of IBP component that represent voluntary disclosure score; CGQ is the total score of BCS component that represent corporate governance quality of a company; S-ISS equals to 1 if the issued shares increase by 5% or more in the 2 years following the disclosure and zero otherwise; D-ISS equals to 1 if non-current liabilities increase by 5% or more in the 2 years following the disclosure and zero otherwise; SC-OPTIONS is the sum of total value of stock option grants plus the value of the restricted stock grants divided by the total value of direct compensation; SH-OWN is the proportion of market value of the CEO's shareholdings to total market value of issued share capital.; LSIZE is the company size as measured by the log of its total assets; LEV is he total liabilities divided by total assets; FMB is the proportion of family members on the board to the total number of directors; BOARD-M is the proportion of Malay directors to total number of directors on the board; ROE is profit before tax divided by the total shareholders' equity; TRA equals to 1 if the company is in a trading/services sector and zero otherwise; and LIST equals to 1 if the company shares are cross listed on more than one stock exchange and zero otherwise. CGQ*S-ISS is the interaction term between CGQ and S-ISS; CGQ*D-ISS is the interaction term between CGQ and D-ISS; CGQ*SHOWN is the interaction term between CGQ and SHOWN; CGQ*SCOPTIONS is the interaction term between CGQ and SCOPTIONS. The table shows standardised coefficient and t statistics (in parentheses) for the respective independent variable in the model. †Significant at 0.1; *Significant at 0.05; **Significant at 0.01; ***Significant at 0.001. The dependent variable is VDCG, which is the total score of IBP component that represent voluntary disclosure score; CGQ is the total score of BCS component that represent corporate governance quality of a company; S-ISS equals to 1 if the issued shares increase by 5% or more in the 2 years following the disclosure and zero otherwise; D-ISS equals to 1 if non-current liabilities increase by 5% or more in the 2 years following the disclosure and zero otherwise; SC-OPTIONS is the sum of total value of stock option grants plus the value of the restricted stock grants divided by the total value of direct compensation; SH-OWN is the proportion of market value of the CEO's shareholdings to total market value of issued share capital.; LSIZE is the company size as measured by the log of its total assets; LEV is he total liabilities divided by total assets; FMB is the proportion of family members on the board to the total number of directors; BOARD-M is the proportion of Malay directors to total number of directors on the board; ROE is profit before tax divided by the total shareholders' equity; TRA equals to 1 if the company is in a trading/services sector and zero otherwise; and LIST equals to 1 if the company shares are cross listed on more than one stock exchange and zero otherwise; CGQ*SCOPTIONS is the interaction term between CGQ and SCOPTIONS. The table shows standardised coefficient and t statistics (in parentheses) for the respective independent variable in the model. †Significant at 0.1; *Significant at 0.05; **Significant at 0.01; ***Significant at 0.001 The dependent variable is VDCG, which is the total score of IBP component that represent voluntary disclosure score; CLSA-CG is the total score of CLSA's CG rating that based on two main components: transparency and accountability to represent corporate governance quality of a company; S-ISS equals to 1 if the issued shares increase by 5% or more in the 2 years following the disclosure and zero otherwise; D-ISS equals to 1 if non-current liabilities increase by 5% or more in the 2 years following the disclosure and zero otherwise; SC-OPTIONS is the sum of total value of stock option grants plus the value of the restricted stock grants divided by the total value of direct compensation; SH-OWN is the proportion of market value of the CEO's shareholdings to total market value of issued share capital.; LSIZE is the company size as measured by the log of its total assets; LEV is he total liabilities divided by total assets; FMB is the proportion of family members on the board to the total number of directors; BOARD-M is the proportion of Malay directors to total number of directors on the board; LROE is log for return on equity (ROE); TRA equals to 1 if the company is in a trading/services sector and zero otherwise; and LIST equals to 1 if the company shares are cross listed on more than one stock exchange and zero otherwise; CLSA*SCOPTIONS is the interaction term between CLSA and SCOPTIONS
Control variables
